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Murray-Darling Basin water markets are needed to
support the efficiency and productivity of Australian
agriculture. Water trading in the Basin had its origins
in informal arrangements between neighbouring
farmers, where one farmer’s surplus water could

be transferred to a neighbour. Over the past two
decades it has evolved into a complex, Basin-wide
set of markets with an annual average value of more
than $1.8 billion.

Water trading has brought substantial benefits to
many water users across the Basin. Water markets
allow irrigators to increase their available water
seasonally, earn income by selling water rights
when they are more valuable to someone else, or
release capital for investment in their businesses. In
turn, water trading delivers broad benefits to the
Australian economy.

Throughout the inquiry, the ACCC heard various
concerns from irrigators and other market
participants about Basin water markets. Many
reported that they do not trust that the markets and
key institutions are fair or working to their benefit.

The ACCC obtained detailed trade information
from the Australian and Basin State governments
and their agencies, irrigation corporations, water
exchange platforms, water brokers, institutional

investors and agribusinesses. The resulting database,

detailing water trading activity in the Basin since
2012, is the most comprehensive record of Basin
water trading information that has been compiled,
and provided an objective basis for many of the
findings detailed in the ACCC'’s report.

Key findings
During the inquiry, the ACCC found that:

= thereis alack of quality, timely and accessible
information for water market participants

= there are very few rules governing the conduct
of market participants, and there is no specific
agency to oversee trading activities

= trading behaviours that can undermine the
integrity of markets, such as market manipulation
and insider trading, are not adequately regulated

= there is no evidence that investors exercised
market power or manipulated markets to
increase water prices in the Southern Connected
Basin, however ongoing monitoring and
reporting of market activities is needed to
maintain irrigators’ confidence in the integrity
and fairness of Basin water markets

= the complex nature of Basin water markets are
best understood and leveraged by professional
traders and large agribusinesses with the time
and knowledge to analyse and navigate them

= differences in trade processes and water
registries between the Basin States prevent
participants from getting a full, timely and
accurate picture of water trade

= irrigators and traders would benefit from
governments providing better information on key
policies and river operations

= the rules, policies and arrangements that enable
and support trade in the Southern Basin do
not always adequately reflect scarce storage
and delivery capacity, and this has led to river
channel congestion and negative third party and
environmental impacts

= changing conditions are challenging key
assumptions that underpin trade arrangements
and the design of tradeable water rights.

1 ACCC analysis based on Bureau of Meteorology and Australian Bureau of Statistics, Cat. No. 6401. Average annual total real value of trade,
2012-13 to 2019-20, in $2019-20 terms. Includes temporary and permanent trade, including irrigation right trade reported to the Bureau of

Meteorology by irrigation infrastructure operators.
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Recommendations

The ACCC has recommended a package of reforms
to improve Basin water markets.

Governance of Basin water markets needs
comprehensive and focused reform

To date, the Basin’s systems and governance have
been designed for water management, particularly
the implementation of the Basin Plan. Governments
have focused on important objectives such as
protecting the environment and efficiently delivering
water through rivers and irrigation infrastructure.
These are important issues, but Basin water markets
are now of a size and complexity that make it vital to
revisit priorities.

The ACCC recommends:

= establishing an independent, Basin-wide Water
Markets Agency that will focus on ensuring Basin
water markets are efficient and fit-for-purpose
(recommendation 26)

= improving the consistency and transparency
of rule-making processes and decision-making
that significantly impact Basin water markets
(recommendation 27)

= requiring governments to obtain and consider
advice from the proposed Water Markets Agency
on matters with significant impacts on Basin
water markets (recommendation 28)

= improving transparency and clarity
over the roles, functions and strategic
priorities of intergovernmental committees
(recommendation 29).

These reforms would help ensure market design,
integrity and oversight get the attention they need
within the Basin’s governing systems to make
water markets work effectively. They would also

Figure 1:

make market governance more transparent and
predictable, and make it easier for water users to
access and benefit from Basin water markets.

In particular, the proposed Water Markets Agency
would consolidate market administration roles and
help users navigate Basin water markets more easily.
Its roles would include:

= monitoring and regulating Basin water markets,
to support and enforce new water market
conduct regulation. This would include reporting
regularly on monitoring insights and enforcement
actions, leading to greater transparency for
market participants

= providing a ‘one stop shop’ for water market
information. This would include developing and
enforcing new water market data standards,
and delivering digital solutions for water trade
services and water market information

= evaluating and reporting on market issues,
including the impacts of regulations and policies,
market behaviour and broader industry trends on
Basin water markets

= providing market-focused expertise and advice
on government decisions that significantly
impact Basin water markets.

Centralisation of these functions would improve
market oversight, reduce duplicative costs and
processes for market participants, and develop
whole-of-market expertise that governments could
draw on when making major decisions affecting
Basin water markets. Figure 1 summarises the roles
of the proposed Water Markets Agency.

Roles of the proposed Water Markets Agency

Evaluate and report on market issues

Monitor and regulate
market conduct, reporting
regularly and publicly

Water
Markets

Provide a ‘one stop shop’
for market information

Agency

Provide market focused advice to
governments



Basin water markets need stronger market
integrity and conduct regulations

The ACCC recommends:

= strengthening market integrity by introducing
new, Basin-wide legislation to address
harmful conduct and prohibit practices such
as market manipulation and insider trading
(recommendations 1 and 3)

= introducing an enforceable mandatory code
for intermediaries, including water brokers and
exchange platforms (recommmendation 2)

= requiring identifiers to be provided when trades
are lodged for approval (recommendation 4).

The ACCC recommends that the proposed Water
Markets Agency should be responsible for enforcing
this legislation. This would allow the Water Markets
Agency to undertake market surveillance and
regular reporting, and pursue enforcement action if
any detrimental conduct is identified. It would also
equip the proposed Water Markets Agency with
information to share about market behaviour and
operations, support its ability to carry out other
functions aimed at ensuring the markets work well,
and to give advice on potential reforms.

Trade processes and water market
information need to improve

The ACCC recommends:

= introducing digital solutions to improve trade
services and the quality of water market
information, which will also make this information
easier to share between relevant agencies and
result in better information being provided to the
market (recommendations 10, 11 and 14)

= improving inter-zone trade processes,
introducing mandatory service standards for
trade approvals, and implementing rules and
processes for water market announcements
(recommendations 5, 8 and 9)

= strengthening Water Market Data Standards to
improve the quality and sharing of information
across the Basin (recommendation 7)

= developing a public-facing Water Market
Information Platform that makes water market
and general water information accessible in one
place (recommendations 6 and 12)

= establishing a Water Market Education Program
(recommendation 13).

The ACCC’s recommmendations aim to reduce

the complexity of trade and ensure all market
participants have the information they need to make
efficient trading decisions. The ACCC recommends
introducing a ‘Backbone Platform’ to act as a central
hub that will provide a consistent and streamlined
trading process for irrigators (and other traders).
Traders will only need to submit one form for
interstate trades and trades between irrigation
infrastructure operators.

The Backbone Platform will also enable digital
connections between private entities and
government agencies, directly translating
information from the single form to the specific
information required for each trade approval
authority. This will be made possible by a ‘Digital
Messaging Protocol’, which is a commmon digital
language and rules for processing and transmitting
water market data, similar to digital protocols used
in other sectors such as e-commerce. For irrigators
and other trades, this infrastructure will enable
temporary trades to be processed faster in most
instances and help to reduce transaction costs.

The proposed Water Markets Agency should have a
central role in progressing these reforms, including
involvement in setting the Water Market Data
Standards and delivering trade data and information
to market participants. Improving data collection
and coordination across the Basin is also necessary
to support the proposed Water Markets Agency’s
market oversight role.



Market architecture needs to better reflect
the physical characteristics of the river
system

The ACCC has recommended a two streamed
approach to enhancing Basin water market
architecture (the framework of laws, rules, policies
and arrangements for water markets). Many

of these recommendations are focused on the
Southern Connected Basin, where water can
generally be traded and delivered between valleys.
The first stream focuses on more immediate ways
to improve the existing market architecture. The
ACCC recommends:

= increasing the transparency of water allocation
decisions and improving information to help
water users understand influences on water
supply (recommendation 15)

= improving efficiency by attributing evaporation
losses associated with carryover to the individual
(recommendation 16)

= continuing to improve the metering and
monitoring of water take, including capturing
improved time of use data (recoommendation 17)

= improving hydrological models to better take
into account patterns of irrigator water use to
help manage water deliveries. Improved models
will also help to better understand the impacts
of trade on issues such as delivery shortfall risk,
conveyance losses and environmental damage
(recommendation 18)

= formalising and communicating plans for
managing delivery shortfall risks to improve
water users’ understanding of these risks
(recommendation 19)

= updating guidance to clearly set out how
river operators should make trade-offs
between different operational objectives
(recommendation 20)

= improving the transparency of conveyance
losses and other delivery impacts, such as upon
entitlement reliability (recommendation 21)

= improving intervalley trade mechanisms by
changing how access to trade opportunities
are managed within system limits
(recommendation 22)

= integrating environmental watering arrangements
within trading arrangements and market design
(recommendation 23)

= assessing whether the current geographical units
used in water management, river operations
and trading zones, remain fit-for-purpose
(recommendation 24).

The second stream of work involves going one
step further by developing a reform roadmap for
designing and operating efficient markets now and
into the future (recommendation 25).

This second stream includes considering a range

of possible technical options to deliver more
comprehensive reforms to the market architecture.
These options range from changes to water
accounting that better align the time of trade with
the time of delivery, to more extensive reforms such
as developing alternative market models that seek
to coordinate trade and delivery. The proposed
Water Markets Agency could coordinate this work.
This work will enable governments, in consultation
with stakeholders, to determine which of the
reforms to current market architecture may provide
greatest benefits at least cost, and should therefore
be adopted.

Improving market settings would deliver better
signals to market participants about the costs of
trade. Ensuring the unpriced costs and benefits of
trade are more effectively factored into decisions
about the trade, use and delivery of water, will
increase the efficiency of Basin water markets.



A pathway for implementing the ACCC’s recommendations

Stage 1 ; Require identifiers on trade forms (recommendation 4).

Improving current trade Implement technical and procedural solutions to provide consistency for interzone
arrangements and existing trade (recommendation 5).

commitments Reshape current information portal initiatives (recommendation 6).

Increase the transparency of allocations decisions and the drivers of water
availability (recommendation 15).

Improve efficiency in accounting for the costs of carryover (recommendation 16).
Strengthen metering and monitoring (recommendation 17).
Improve modelling of delivery and trade (recommendation 18).

Formalise and communicate plans for managing delivery shortfalls
(recommendation 19).

Refine river-operations guidance to more effectively and transparently balance
trade-offs (recommendation 20).

Improve transparency of conveyance losses and other delivery impacts
(recommendation 21).

Improve intervalley trade mechanisms (recommendation 22).

Assess whether the current configuration of geographical units remains fit-for-
purpose (recommendation 24).

Increase transparency of roles and functions of intergovernmental committees
(recommendation 29).

Stage 2 H Create a Water Markets Agency (recommendation 26).

Creating new market Implement centralised, Basin-wide water market conduct and integrity legislation
focused governance, including an enforceable code of conduct for water market intermediaries;
oversight and information provisions that prohibit price manipulation, broaden price reporting requirements
i and broaden and strengthen insider trading provisions (recommendations 1-3).

arrangements

Implement Water Market Data Standards to provide a clear and fit-for-purpose
framework for water market data and water trade services (recommendation 7).

Implement mandatory trade approval service standards (recommendation 8).
Implement rules and processes for water announcements (recommendation 9).
Implement better rule-making process (recommendation 27).

Stage 3 Water Markets Agency to lead:

Strengthening governance, H - Adopt a comprehensive Digital Messaging Protocol for the capture, storage and
decision making and market transfer of water market data and trade applications (recommendation 10).

design - Implement a digital platform (‘Backbone Platform’) to act as a single
: repository for water market data and a single hub for trade approvals
(recommendation 11).

- Implement a public-facing Water Market Information Platform which harnesses
improved data collection and quality (recommendation 12).

- Implement a Basin-wide Water Market Education Program
(recommendation 13).

- Develop a reform roadmap for designing and operating efficient markets now
and into the future (recommendation 25).

Australian/Basin State governments to lead:
- Implement lifetime traceability for water allocations (recommendation 14).

- Implement clear and integrated mechanisms for delivery of environmental water
(recommendation 23).

- Obtain and have regard to advice from the Water Markets Agency
(recommendation 28).
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